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ANNUAL REPORT OF THE
LIFELINE TELEPHONE PROGRAM
2006

EXECUTIVE SUMMARY

The number of households receiving Lifeline telephone benefits increased
4.2 percent from 2005 to 2006, with 24,699 enrolled in December 2005
and 25,740 enrolled in December 2006.

Lifeline benefits to Vermonters totaled $4,041,817 in 2006, including the
federal contribution of $1,039,735 in credits and $1,930,936 in waived
Subscriber Line Charges. The state share of total Lifeline credits was
$1,064,974, with the balance paid by the federal Lifeline fund.

The full cost of the Lifeline Program to Vermont — Lifeline credits plus
reimbursed telephone company administrative expenses — was
$1,094,288.

The average monthly benefit to program participants in 2006 was $7.11
plus the subscriber line charge waiver of $6.50, for an average total benefit
of $13.61 per recipient per month.

Link up Vermont, a joint federal-state program which cuts telephone
installation costs in half for eligible households, provided $10,651 to 766
Vermonters during the period January through September 2006. Final
figures for 2006 will not be available until April 2007.

Vermonters made 56,258 calls through the Vermont Telecommunications
Relay Service (VTRS) in 2006, accounting for 264,909 of minutes of
usage. Intrastate calls, which are funded by the Vermont Universal Service
Fund, accounted for 76.9 percent of billable minutes.



THE LIFELINE PROGRAM

The history of the program

In 1985, the Vermont General Assembly approved legislation authorizing
Vermont to participate in a “lifeline” telephone program set up by the Federal
Communications Commission (FCC). The FCC created the program to promote
universal service — a policy which originated with the Federal Communications
Act of 1934. The universal service concept has evolved over time, but is
commonly understood to mean widespread availability of basic service at
affordable rates. It has been a mainstay of federal policy for over sixty years.

In the early 1980s, the state and federal government realized that rapid
changes in the telecommunications industry threatened the concept of universal
service. Specifically, lower-income households could lose telephone service
because of the rising basic rates. The FCC responded by establishing the Lifeline
Program to help low-income households counteract the rising cost of phone
service.

Vermont, like 41 other states, accepted the FCC’s offer to participate in the
Lifeline Program, thereby reducing basic telephone rates for qualifying Vermont
households. The FCC agreed to waive the monthly Subscriber Line Charge (SLC)!,
which was then $3.50, if the state contributed an equal amount. Vermont went a
step further with a “match-plus-two” formula: in addition to the $3.50 waiver, a
$5.50 was subtracted from basic charges, resulting in a total benefit to qualified
applicants of $9 per month. The pressure of rising basic service rates in 1992 led
to legislative action increasing the state share of the benefit to 50 percent of
charges for basic service, or $5.50, which would be greater.

From 1985 through September 1994, the state contribution for the Lifeline
Program was generated through a monthly surcharge on telephone access lines,
set by the Public Service Board (PSB). Effective October 1, 1994, the surcharge by

legislative action was replaced with a Vermont Universal Service Fund (VUSF),

! The federal SLC waiver isfunded through afederal Universal Service Fund (USF), which receives its
support from fees paid by interstate telecommunications carriers. It is now called the “End User Common
Line Charge” but the old language has been retained here since it conformsto the Lifeline enabling statute.



designed to fund the Lifeline program, the telecommunications relay service, the
statewide enhanced 911 system and, in the future if authorized, reduction of dial
tone charges in high cost areas. The VUSF surcharge, set annually by the PSB, is a
percent charge on retail telecommunications services provided to Vermont
consumers.

In 1997, the FCC substantially changed the federal Universal Service Fund,
making Lifeline available nationwide as of January 1, 1998. At the same time, the
FCC increased the share of program costs borne by the federal USF, and made
various policy changes to advance the goal of universal service for low-income
households.

As a result of the 1998 changes, federal funding now provides a total credit
of 9.50 per month (including the SLC waiver) to each Lifeline participant,
provided that the state matches this amount with at least $3.50. In response to
the increase in federal funds, the Vermont legislature made two adjustments in
the Lifeline program. As of 1998, 30 V.S.A. 8218 provides a minimum monthly
credit of $7. The $7 minimum enables Vermont to utilize the maximum available
federal funds in every instance. A person whose basic monthly service charge is
$14 less receives the minimum credit. Basic monthly service above $14 generates
a credit calculated at 50 percent of basic service.

Statutory changes in 1998 also created a new means of enrolling in
Lifeline. Prior to the changes, persons under 65 were eligible for Lifeline only if
they were enrolled in certain public benefit programs administered by the Agency
of Human Services, Department of Children and Families (DCF, formerly PATH),
Economic Services Division, which also received the applications. Persons 65 and
older, with incomes of 175 percent of federal poverty standard, had a second
enrollment option through an application form in the Vermont income tax
package.

The amended statute made it possible for persons under 65 to enroll in
Lifeline through the Tax Department in the same manner previously provided
only for seniors. The income threshold is set at 150 percent of poverty for persons
under 65.



In 2000, the Legislature amended 30 V.S.A. 8218 to provide a new benefit
for victims of domestic violence. The benefit consists of a waiver of the charges
for obtaining and maintaining a non-published telephone number. As of
December 31, 2006, no person had ever applied for the benefit. In 1993, RCC
Atlantic, Inc. d/b/a Unicel (“RCC”), received designation from the PSB as an
“eligible telecommunications carrier” or “ETC” in territory served by Verizon.
Only ETCs receive Lifeline reimbursement from the federal Lifeline funds, and all
ETCs must offer Lifeline and Link-up. RCC is the first non-incumbent carrier and
the first cellular carrier to be granted ETC status in Vermont. On September 29.
2004, RCC received designation as an ETC in the remaining areas of Vermont,

those served by the independent telephone companies.

The Lifeline program in 2006

December 2006 program enrollment represented 9.2 percent of
residential telephone lines, an increase from 2005, when December enrollment
included 8.5 percent of residential lines. The number of households receiving
Lifeline telephone benefits increased from 24,699 in December 2005 to 25,740 in
December 2006, reflecting a 4.2 percent increase. Table 1 on page 16, shows
Lifeline participation from 1997 through 2006. Table 2, on page 17, shows

Lifeline participation in 2006 by telephone company territory.

Lifeline credits for the year totaled $4,041,817, including the federal
contribution of $1,039,735 in credits and $1,930,936 in waived SLCs. The state
share of total Lifeline credits was $1,071,147.2 The full cost of the Lifeline
Program to Vermont — Lifeline credits plus reimbursed telephone company
administrative expenses — was $1,094,288 (See Table 3, 2006 Lifeline Telephone
Program Costs to VUSF, page 18. The average monthly benefit in 2006 was

2 These data are derived from Table 4. The federal contribution is estimated based on the federal funding
formula. These figureswill change slightly following company true-ups which are completed on afiscal
year basis. Failure of componentsto equal thetotal is dueto rounding error.



$13.61 including the SLC waiver (see Table 4, 2006 Average Credit by Company,
page 19).3

Outreach activities continued as in previous years. Activities aimed at
seniors included promotion by the Department of Aging and Independent Living
(DAIL) and Vermont’s Area Agencies on Aging and application assistance
provided by Area Agencies on Aging, in part through their Senior Help Line.
Local telephone companies sent a mandated bill stuffer to all customers
describing the program. The Vermont tax booklet included a Lifeline application
form. DCF also sent a letter in the spring to all persons who were enrolled in the
Lifeline through the Tax Department.

Telephone subsciber ship among low income Vermonters

The goal of universal telephone service is a matter of Vermont statutory
policy#4 which is largely realized through policies intended to maximize
subscribership by ensuring basic local phone service remains affordable. The
Lifeline discount for basic service and the Link-up credit to reduce the cost of
service installation are two chief examples of these policies.

Without phone service, low-income families find it harder to get jobs,
obtain services, participate in their children’s education, and manage day-to-day
life. The Vermont Lifeline and Link-up programs reduce both the ongoing cost
and the initial connection cost barriers to telephone service.

Average telephone subscribership in July 2005 was estimated at 95.6 of
Vermont households, in comparison to a national average of 94 percent?
Although Vermont has a favorable telephone penetration rate, the 4.4 percent of

Vermonters without phones is concentrated among low-income groups, where

3 The average credit may change slightly following company true-ups.

“30V.SA.§7515

® Telephone Subscribership in the United States, Alexander Belinfante, Industry Analysis and Technology
Division, Wireless Competition Bureau, Federal Communications Commission, Table 2, November 2005.



subscribership is much lower than the average. A 2001 FCC study® showed a
strong link between household income and telephone subscribership. In March of
2000, 87.5 percent of households with annual income below $10,000 had
telephones, compared with 94.5 percent of all U.S. households.’

A key focus of the FCC monitoring study cited above was to determine the
effectiveness of increased federal support for Lifeline that commenced January 1,
1998. The study demonstrates significantly greater progress toward universal
service in states that are taking full advantage of federal support than those states
that have opted for lower levels of Lifeline assistance. From March 1997 (before
the new federal support) to March 2000, states that are taking full advantage of
the federal funds® experienced a 2.2 percent increase in telephone subscribership
among low-income households, compared to a 1.5 percent increase among all
states and less than one percent among those states providing lower levels of
assistance. Vermont is among the states participating fully in the Lifeline
program.

Program Administration

Several departments of state government, a contracted fiscal agent and the
state’s Eligible Telecommunications Carrier® are involved in the administration of
the Lifeline Program. These roles include:

DCF and the Tax Department handle applications and eligibility
certification.

DAIL, mostly through the Area Agencies on Aging, promotes the program
to seniors.

® Monitoring Report, Section 6, Subscribership and Penetration, FCC Common Carrier Docket 98-202,
October 2001, Table 6.11

" The difference between the two national subscribership figures quoted is aresult of differencesin data
collection methodol ogies of the two reports.

8 States take full advantage of the federal funds by matching two-to-one, or $3.50, the discretionary federal
contribution of $1.75 per recipient per month.

° Verizon, the nine independent local exchange companies, and RCC/Unicel have been designated as
eligible telecommunications carriers as of thiswriting.
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DPS is responsible for annual reporting to the Legislature, annual
projection of program costs and facilitation of the Lifeline Coordinating
Committee.

The PSB ensure sufficient funding through its annual proceeding to set the
appropriate level for the Universal Service Fund charge.

Rhoads & Sinon Group, LLC, acting as the VUSF fiscal agent under a
contract with the PSB, collects VUSF surcharges and reimburses phone
companies for credits issued to Lifeline customers.

Local telephone companies issue the Lifeline credits.

DCF has responsibility for issuing a monthly Lifeline eligibility list to
telephone companies. This list is comprised of approved applications, made
through either DCF or the Department of Taxes, and of program deletions
that occur when participants cease receiving DCF benefits and presumably
return to financial independence. DCF also issues a list annually at mid year
removing the names of recipients who were eligible through the Tax
application but have not reapplied for the current year.

Local telephone companies are reimbursed for their administrative costs

from the VUSF. State agencies are not reimbursed for their Lifeline program
costs.

Agency representatives and the telephone companies meet periodically as
a Lifeline Coordinating Committee to discuss program procedures, and to
resolve any administrative problems that arise from time to time.

Vermont Universal Service Funding

The Public Service Board annually sets the VUSF charge on retail
telecommunications services to meet the funding needs of the program which

the VUSF funds. The rate is capped at 2 percent. The surcharge rate during
2006 was 1.16 percent.

Lifeline costs are budgeted at 25 percent of total VUSF in FY 2006. The
Vermont Telecommunications Relay Service accounts for 7.8 percent. The
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Equipment Distribution Program accounts for about one percent. Enchanced
911 accounts for 62.5 percent. The balance went to administrative and audit
costs of the VUSF fiscal agent.

LINK UP VERMONT PROGRAM

The Link Up Vermont program lowers financial barriers to the initiation of
telephone service, thus complementing the Lifeline Program, which lowers
financial barriers to the continuation of service. The program cuts telephone
installation charges in half for low income Vermonters and is paid for through
an interstate revenue pool, which was established by the FCC and is
administered by the Universal Service Administrative Company (USAC). The
phone companies are reimbursed through USAC. No state funds are involved.
Vermont supports the program by administering Link-Up applications.

Federal rules now require that states maintain the same eligibility
guidelines for Link-Up and Lifeline. Phone companies issue Link Up benefits
to any person who demonstrates Lifeline eligibility.

VERMONT TELECOMMUNCIATIONS RELAY SERVICE

On March 20, 1991, Governor Richard Snelling signed Act 6 of the
Vermont General Assembly establishing a full-time, 24-hour-a-day
telecommunications relay service to connect deaf, hard-of-hearing, and
speech disabled Vermonters with a telephone network.

A relay service provides specially trained communications assistants to
relay messages between hard-of-hearing, speech disabled, or deaf people and
people who can hear. To communicate, a hard-of-hearing, speech disabled or
deaf person uses a text telephone (TTY) — a telephone with a keyboard and a
small screen — to type his or her part of the conversation. The

communications assistant simultaneously receives and reads the messages to
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the hearing person at the other end of the line. The communications assistant
then types back the hearing person’s spoken words to the TTY user.

Between 1988 and 1990, a volunteer relay center operated at the Austine
School for the Deaf in Brattleboro. In 1990, the DPS solicited competitive bids
as required by state law and awarded to the Austine School a contract for a
part-time, transitional relay service, funded by a $.04 surcharge on telephone
access lines.

A permanent relay service, mandated in the 1991 legislative session, was
initiated on July 1, 1991, with the DPS as the responsible state agency. After a
competitive bidding process and approval by the Public Service Board, AT&T
was awarded a contract for the Vermont Telecommunications Relay Service
(VTRS) through June 1994. Additional competitive bid processes have been
conducted every four years beginning in 1993 (for the award of the contract
that began July 1, 1994). From 1994 through 2002, AT&T won the contract
and provided Vermont’s relay service. A competitive bid process for the
contract cycle beginning July 1, 2002, was commenced by DPS in October
2001, with public forums around the state to assess user needs. Following an
approval process before the PSB, the new contract was awarded to Sprint,
which began providing service, following a smooth transition between
providers, on July 1, 2002. The contract was for two years with the option to
extend for an additional two years. DPS exercised the extension option, which
commenced July 1, 2004. In 2006, a new contract was awarded to Sprint, to
run from July 1, 2006 through June 30, 2008, with an extension available to
run until June 30, 2010. Vermont’s relay service program was certified by the
FCC as meeting all required standards in July of 1993, and was recertified in
1997 and 2002.

Vermonters made 56,258 calls through VTRS in 2006, accounting for
264,909 minutes of usage. The state must pay only for the cost of relaying

intrastate calls, which represented 76.9 percent of all billable minutes in
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2006. Interstate, international, internet-based and video relay services are
paid for by federal relay service funds.

VERMONT TELECOMMUNICATIONS EQUIPMENT
DISTRIBUTION PROGRAM

Act 135 of the 1997 Vermont General Assembly (enacted in 1998)
established a new program to be funded by the VUSF as part of the
telecommunications relay service statute. This program provides adaptive
telecommunications equipment, such as TTYSs, to person who cannot use the
telephone system without this equipment.

The statute provides $75,000 per year of funding from the VUSF.
Originally, the program was established with the same income guidelines as
the Lifeline program for persons over 65 (175 percent of the federal poverty
standard for a family of two). Benefits were capped at $400 per recipient. In
addition, the law required the PSB to adopt rules or an order for the
equipments program’s operation, taking into consideration “(1) prior benefits,
(2) degree of functional need, (3) income, (4) number of applicants, and (5)
disposition of equipment upon change of residence.”

In accordance with statute, the PSB adopted program guidelines in 1998
that set up a grant program in which eligible individuals identify the
qualifying equipment they wish to purchase, and apply to the program for a
grant to cover the purchase. For those who meet income and disability
screening criteria, benefits under the program are available on a first-come,
first-served basis until funding has run out for the year. Grants on behalf of

eligible persons are paid directly to the consumers’ equipment dealer of
choice.

The statute establishing the equipment program requires DPS to conduct a
competitive bid process to select a vendor to operate the program. This

process resulted in an initial contract with the Vermont Center for

14



Independent Living, which served as the program vendor from 1999 through
2004. In 2004, the most recent competitive bid process resulted in award of

the contract to the Vermont Center for the Deaf and Hard of Hearing.

During the 2000 legislative session, the Vermont General Assembly
enacted legislation to correct three eligibility problems that VCIL and the
equipment program advisory council had identified with the program: (1)
people with physical disabilities were not covered by the enabling statute
despite their potential need for adaptive equipment, such as voice activated
dialers, to use the phone; (2) the lack of a sliding income scale excluded low
income families with children who would qualify if income eligibility was
based on family size; and (3) some people had equipment already and needed
repairs rather than replacement, but repairs were not eligible for
reimbursement under the original statute.

Despite the changes made in 2000, which were effective July 1, 2000, the
contractor continued to report that many needy Vermonters are over-income
for the program. Legislation passed in the 2001 legislative session expanded
income eligibility and lifted the $400 cap on benefits per recipient.
Adjustments to the program guidelines recommended by the Advisory
Council to implement the new law were approved by the PSB in the fall of
2002, and program promotional materials and applications reflecting the new
guidelines went into distribution in March of 2003. In FYO6, the vendor’s
outreach efforts proved successful, with all but $660 of the $75,000 budgeted
funds expended.
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Table 2: Lifeline Participation by Company
As of December, 2006

Total Number of % of Total
Residential Lifeline Residential Lines

Telephone Company Access Lines* Recipients with Lifeline
Verizon 229,198 20,121 8.8%
Vermont Telephone 16,466 1,711 10.4%
Waitsfield/Champlain Valley 17,198 1,236 7.2%
Fairport-Northland 5,542 747 13.5%
RCC Atlantic (Unicel) *x 855

Ludlow 3,918 203 5.2%
Northfield 2,375 273 11.5%
Shoreham 3,247 271 8.3%
Topsham 1,545 164 10.6%
Perkinsville 838 85 10.1%
Franklin 851 74 8.7%
Total 281,178 25,740 9.2%

* From 2005 company annual reports
**RCC does not report total customers
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Table 3: 2006 Lifeline Telephone Program Coststo VUSF

VUSF Funded Administrative

Admin. Costs as a
percent of

Telephone Company Credits Costs Total Costs program costs

Verizon $812,88€ $8,750 $821,635 1.1%
Vermont Telephone $74,554 $4,824 79,378 6.1%
RCC Atlantic (Unicel) $48,507 $0 48,507 0.0%
Waitsfield-Champlain Valley $54,945 $6,465 61,411 10.5%
Fairpoint-Northland $34,104 $900 35,004 2.6%
Northfield $11,771 $378 12,149 3.1%
Shoreham $11,575 $768 12,343 6.2%
Ludlow $8,733 $440 9,173 4.8%
Topsham $6,91€ $135 7,051 1.9%
Franklin $3,437 $412 3,849 10.7%
Perkinsville $3,721 $70 3,791 1.8%
Total $1,071,147 $23,142 $1,094,288 2.1%

*Costs in this chart reflect only the state share. Federal funding provided approximately $3.5
million of additional support including the Subscriber Line Charge waiver as shown in Table 4.
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Table 4. 2006 Average Lifeline Credit by Company

Number of  Average
Monthly VUSF
State Funded Estimated SLC Credits Funded Federal SLC
Telephone Company Credits Estimated Federal USF Credits Waivers I ssued Credit  USF Credit Waiver
Verizon $812,885.50 $ 812,886 $ 1,509,645%$232,253.00 $ 350 % 350$ 6.50
Vermont Telephone $74,553.55 68,614 127,426 $19,604.00 3.80 350% 6.50
RCC Atlantic (Unicel)* $48,507.00 25,389 47,151 $7,254.00 6.69 350% 6.50
Waitsfield & Champlain $54,945.40 55,013 102,167 $15,718.00 3.50 350$ 6.50
Fairpoint-Northland $34,104.24 34,108 63,343 $9,745.00 3.50 350% 6.50
Northfield $11,770.50 11,771 21,860 $3,363.00 3.50 350%$ 6.50
Shoreham $11,574.50 10,616 19,715 $3,033.00 3.82 350% 6.50
Ludlow $8,732.50 8,733 16,218 $2,495.00 3.50 350% 6.50
Topsham $6,916.00 6,916 12,844 $1,976.00 3.50 350$ 6.50
Franklin $3,437.00 1,971 3,660  $563.00 6.10 350% 6.50
Perkinsville $3,720.50 3,721 6,910 $1,063.00 3.50 350% 650
Total $ 1,071,147 $ 1,039,735 $ 1,930,936 297,067 $ 3.61
Total benefits to participants $4,041,816.69
Average monthly credit per participant State share $ 3.61
Federal share $3.50
Average SLC waiver $6.50
Avg. monthly credit per participant $13.61
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